By ®. DAVID BELLI

U.S. Business Enterprises Acquired or Established
by Foreign Direct Investors in 1981

» BoREIGN direct investors, either
. directly or throogh their ULS. affili-
ates, made outlaya of $19.2 hillion to
acquire or establish 87% U.B. business
. enterprises in 1981, according to the
preliminary reaulis of a recent BEA
» gurvey.' Total aseets of the 115, busi.
nessen acquired or established were
' $77.2 billion.
Acquisitions accounted for 37 per-
cant of the investmenis, but for BT
v percent of investment outlays (table
1). The 875 investments were made by
* 990 investors—880 formign direct in-
vostors and 260 UL, affiliates. (The
number of investors wae larger than
§ the number of invesimenin becaunee
more than one investor participated
in seversl of the investments.) U.S. af
o filiates accounied for more than
three-fourths of total outlays,
*  Invegtment ouilays were 58 parcent
. higher in 1981 than in 1930, but the
number of invesimentz fell 53 per-
cent.* The higher outlays reflected an
increase in the number of large acqui-
" sitions—those involving outlays of

-
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i__ Far 1530, 1136 partially sxempt imvestments wers re.

i’mhﬂﬂaﬂﬂaﬁﬂu business enbarpribes ac-

$0.1 billion or more—and the much
higher average cost of those acquisi-
tiona. In 1981, there were 29 such ac-
guisitions; the 2 largest involved out-
lays of roaghtly $2.5 billion each, and
7 others $0.5 hillion or more each. To-
gether, the 20 acquisitions accounted
for more than two-thirde (3183 hil-
lion) of total outlays for the year. In
contrast, in 1980, only 18 large poqui-
sitions inveolved outiays of $0.1 billion
or more; ouilays far the largest were
less than $0.8 billion, and for enly 1
other were as much as $0.5 billion.
Together, the 1€ a¢quisitions account-
ed for about 30 percent (83.8 hillion)
of total 1980 outiays.

The increase in outlays for large ac-

quisitions occurred in a period of

worsening general ecomomic condi-
tions in the [United States and most
other developed countriss. Although
it is difficult to generalize about rea-
sons for the aharp incresze, a number
of factors, each common ito several
transactions, ean be identified. In sev-
eral cages, investors had sizable liquid
amgets to invest, aither becavse their
main line of husiness (e.g., petroleum
extraction) had been profitable, or be-
cause they had recently sold operat-
ing assets. In other cases, investors
took adventage of a 115, company's

Nors—This survay was condoeted under the
suparvivion of Jamms 1. Bomkamp, Chief,
Direct Inveatment in the Unlted States Branch,
Intetoationel Inwestment Divigion. Joseph F.
Cherry was project leader for =ditng and pros-
egging the forma. Richard Meuery designed the
computer programs for datn retrieval and aoal-
Y55,

quired o¢ satshlished ware loen then $0.5 bilion, For
3581, LABS partislly exempt invesimenbs, with tobal
et of 0.4 Bilice, were reported; of these, ondy 24},
with saseta of $0.2 biltion, would have been i
tu fide complete reporta If the exsmption lovel lind nok
beem raised. Thios, the nomber of investmenta would
hava fallen mherply in 1981 aven ¥ the sxempliion
lewal had recaained wachenged.

need to obtain capital for expansion
or modernization, or its desive to re.
structure assets by seliing certain
business lines, A few investments
wera made to acquire 1.5, natural re-
gources, meiniy coal. Finally, several
investors simply desired to gain an
immediate and significani foothold in
the large 1.8, market.

The woresning in U.8. and foreign
economic conditions may have slowed
the peca of gmall- and mediumesized
investmeniz in 1931. In particolar, in-
vestments in U.5. real estate, which,
on gverage, are low in cest end often
highly leveraged, were down substan-
tially iast year, both in numbers and
outlays. The decline probably reflect-
ed persistently high 1.5, interest
rates, =8 wall as the leveling off of
I1.5. real estate values.

It iz difficult to placa these acquisi-
tions and establishmentis in the zon-
text of the U.5. economy. Data availa-
ble on the operations of the acguired
and established businesses and of all
IS, businesses are not strictly com-
parable. Alse, resulis of comparisons
mey vary significantly depending on -
which items and industries are select-
ed. For example, ignoring comparabil-
ity problems, U8, buginesses acquived
in 1981 =zecounted for roughly one-
half of 1 perent of all-lJ.5 husiness
employment in 1980; in mining, petro-
leum, and manufacturing, taken to-
gether, they accounted for more than
1 percent of employment, but for
more than 2 percent of the total

Eeceuse of epace Limitatisys, anly etm-
mecy data for 1980 and 198} are pub-
lighed in this erticle. Additfonal dotall 1w
avatlabls en request frone: Buresu of Eco-
nomic Anslysie (BE-50, R.B), I8 D
partmend of Commerce, Washington,
DG, 20280
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assets of mll U.8. busineases. The per-
centage for a=sets would have been
significantly lower if the comparison
conld have beon sxtendad to includs
all induatries. Several of the excluded
industries, such as construction and
services, are large domestically, but
foreigty investment in them i rela-
tively small.? Also, it should be noted
that in several of the 1981 acquisi-

1. For nequired businecas, stédls ind anployment
data are for {or a8 of the end of) the [ull year preosd-
ing the year of acquinition, Daca for ail-{05. empioy-
ment are for 1350 and are from ‘Tahla G7B, Bunver,
fortheoming July ieaws. Data for all-U.8. aseots are ax
of the and of 1980 and are frem 105, Federal Trade
Commisgion, division of Finsncial Statistics, Quarierly
H‘mmﬁal‘ Report for Manufociuring, Mining ond
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tions involving U.S. businesses with
large asssts and employment, foreign
investors obtained only a minority
equity interest. Unlike the data on in-
vestment cutlays, which relate anly to
the equity interests obteined as &
result of investment transactions, the
data on assets and employment cover
the total operaticns of the acquired
1.5, bupinesscs.

The next eection of the article dis-
cugses investment (ransactions, pri-
marily those involving the largeat
outlays. Information from outside
sourcas—mainly press reports—sup-
plements the data from the BEA
gurvey by providing maight into the

Trude Corporztions, Firsf Quorter 1997, pp. 20 and B0,  characteristica of, and, in some coses,
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the reasons for, large investments.
The last section briefly presents deta
on the operations of the [7.5. buginess-
ez acquired or establishad,

Investment Transactions

Indusiry

By indusiry of the 11.5. business en-
terpriee acquired or established, $7.3
billion of total outlaya was in menu-
facturing (table 2). Within manufac-
turing, the largest outlays—%$2.8 bil-

lion—were in chemicals. Almoat all of -

those outlays finsnced a two-stage
transaction resulting in the acquisi-
tion of a mincrity interest in a major
U.S. chemical company by the U5 af
filiate of a Canadian digtiller through
a MNetherlands holding company. The
1.8, affiliate had recently sold its
U.S. oil and gas holdings and scught
to ube the procecds to acquire a large
US. petroleurn company with sub-
stantial coal reserves. Its takeover bid
for the petroleum company was con-
tested by several other potential

Tabls 2. —Investmant Ourtlays by Indusiry of 0.5, Businens Enterprisa
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buyers, including the U.5. chemical
, whose tender offer was ulii-

mately ewoccesgful. Subeequently, the

- 11.8. affiliate exchanged sharag in the

petroleum company that it had ac-
quired in its unsuccessful takeover
hid for sheres in the ULS, cheinical

company.*
Of the $2.2 billion of outlays in pri-
mary metals, roughiy three-fourihs

' waa accounted for by the ecquisition

of a mejor U.8. copper firm by a U.S.

 pffiliate of & Netherlands company

L]

=
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owned by a British petroleumn compa-
ny. The U8, affiliate had secomulat-
ed subatantial liquid sssets ss & result
of its first full year of production in
Alaska. (Hher large acquisitions in
primary metels were of the ferrous
alloy operations of a diversified U.S.
chamical company by the US, affili-
ate of & consortium of Norwegian
firme; a 1.8 cable manufacturing
firm by 8 Cenaedian firm; and a
minority interest in & majer US.
metals company by an Australian
firm in which the U8 company, in
turn, had a minority interest.

In “other manufacturing,” outlays
were $L.1 billion. The largest acquisi-
tions were of a US. cament manufac-
tarer by the U.S. affiliate of a Canadi-
an cement company, which was
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owned ultimately by a French compa-
ny; the truck manufacturing oper
ations of a U.8. company by the U.S.
affiliate of & German autc company;
and a medical instruments meanufac-
turer by the U.S. affiliate of a Britizsh
alegironics firm.

Outlays in mining were mainly to
acgquire U.S. coal deposits. The largest
acquisition was by the same U.3. pe-
trolenm affiliate that ecquired the
major U.S. copper firm.

In peiroleum, two acquisitions ac
counted for more than two-thicrds of
the $1.7 billion of outlays. The first
was the purchase of a portion of a
11.8. petrolenm company's oil and ges
properties by the U.B. affiliate of a
MNetherlands heolding company; the
latter wesg, in tuarn, owned by a major

Table 3.—Twveatipant Outlaya by Counley of Foroipn Parapt and by Conntry of Ubtionte Beneficial Dwaer !
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Canadian distiller inct the same ons
involved in the arquisition in chemi-
cals, mentioned above). The second
was the acquisition of a U.B. petro-
leum company by an Australisn com-
pEny's T'iT.E. afiiliate; the assets of the
acquired company were mainly in
Anatralia,

In banking, more than one-half of
the $1.0 billion of cutiays was for the
arquisition of the 12th largest TS,
bank by a British bank. By the acqui-
sition, the British bank broadened its
U.S. business and acquired substan-
tial dollar-denominated assets: the
Li.8. bank, headquartered in Califor-
nia, strengthened itself both domesti-
cally and internationslly to compets
more effectively with the major inter-
national banks. Several smaller 5.
benks, mainly located in the Far
‘West, wera also acquired. In finance,
except hanking, most of the $0.7 bil-
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lion of cutlays financed the scguisi-
tion of a large 1.8, securities firm by
an international commodity trading
company.

Roughly ona-half of all investments,
but only 10 percent of outlays, in 1981
were in real estate. Most of these in-
veatments were purchases of small
parcels of 1.8, land. The two largest
investments were hy a Canadian real
estate development company through
a USRS affiiate of its Netherlands
holding company. One was to acquire
the real estate assets of a ULS. firm,
intluding property in San Francisco's
buginess district; the other was to ac-
quire land in southern California. An-
other Canadien firm acquired z mi-
nority intereat in a major US. devel-
cpment company.

Of the %3.9 billion of outlays in
“other industries,” about two-thirds
financed the acquisition—one of the

Juna

vear's two Jargest—of a 11.8. construc-
tion and oil and pas {eld services
firm. The acquisition was made by the
5. affiliate of & State-owned Middle
Eastern company, and was by far the
largest equity investment in a U.5.
compeny by en OPEC member to
date. This acquigition provided the
State entry inte U.S, downstream ac-
tivities, and provided the US. firm
cosh for expansion. In ancther large
transaction in “opther industries,” a
British conglomerate acquired the in-
ternational hotel operations of a U.S,
airline. The airline sold itz profitable
hotel operations to raise funds to sup-
port its airline business.

Couniry

In table 4, the distribution of cut.
lays clamsified by country of foreign
parent iz compared with that by coun-

Tahle 4.=Total Aesets, Bales, and Employment of U.S. Bosiness Enterprises Acqudred or Established In 195% and 1941, by Industcy of U.5. Bunsiness
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try of ultimeie beneficial owner
{UUB0). The foreign parent is the firat
foreign person in the owmership chain
of the acquired or establiched U.S.
business; the UBO is the person in
the ownership chain, beginning with
the foreign parent, that ts not owned
more than 50 per¢ent by another
pergon. The tountry of the UBO may
be the same as thet of the foreign
parent, a different forejgn couniry, or
the Vnited 3Sistes.' Invesiments for
which the UBQ and foreign powent
countries differsd accsunted for 35
parcent ($6.7 billion) of outlays in
1981, compared with 17 percent (321
billion} in 1580

By country of forelpn paremt, 80
percant of total outlays wers for U.E
buzinessss that had foreign perents in
developed countries. Among devel-
oped countries, by far the largest
amount of outlaye—37.9 billjon—was
associated with parents in the Neth-
erlands. Arnong developing countries,

& A UBD and e couniry
cemt of vlatloys in 10%0 and
1981 Whege the UBD could ot
cuuntriss of the farelgn parent and the TS0 were
qamed 45 e Ve darie,
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eutltays were largest for foreign par-
ents in the Middle East and the Neth-
erlands Aptilles,

When 1831 outlays were classified
by country of UBO, rather than by
country of foreign parvent, the Nether-
lands and the Netherlands Antilles
had mnch lower totals, The differ-
ences were £7.4 hillion for the Nether-
danda and $0.5 billion for the Nether-
lands Antilles. The UBDYs primary
afdvantage in holding their US. in-
veaiments indirectly through these
countrics e minimizstion of U8,
withholding taxes on their U.8. affili-
ates' payments of dividends and inter-
est, Other incentives may incluode
avoidance of reguistory constrainis
and protection of privacy.

Qutlays were significantly higher
for UBO's than fmreipiplimngl in
several countries, especially Canada
and the United Kingdom among de-
veloped countries, and OPEC coun-
tries in the Middle East among devel-
oping countries. Mainly because the
1.5, constraction and oil and gar field
SErvices ¢ompany was  acquired,
UBO's in OPEC couniries sccounted
for §3.0 billion of outlays, 16 percent
of the glohal total.
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Selected Operating Data

Total sesets of ail 1.5, businesses
acquired or established hy foreign
direct investors in 1381 were §77.3 hil-
lipn, 66 percent higher than the com-
pareble figure for 1980 (table 4). By
industry of the U5, business acqnired
or established, aszets were highest in
menufacturing ($23.3 biltion), banking
(3228 billion), and finance, axcept
banking ($13.1 billiocn). Threa ac-
quired [.8. businesees—the major
chemieal company, the bank in Cali-
fornia, and the invesiment {irm—had
by far the largest asset totals.

1.8, businesses acquired in 1981
had assets of $71.6 hillion and galeg of
$44.4 hillion; they emploved 394,000
workers and owned 4.4 million acres
of land. Sales and empleyment were
much more heavily concentrated jn
marwfacturing than were nssots, Clas-
gified by primary use, threefourths of
the acreage owned by acyuired 1S,
businesses was in natural resources;
mosat of the remeinder weas in agricul-
ture or forestry.

Total assets of US. buginesses es-
tablished in 1981 were $5.7 billion,
and sales wers 308 billion. These
businesses employed 6,000 workers
and owned 0.8 milljon acres of land.




